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MAY IT PLEASE THE COURT:

Plaintiff Crystal Oil Company ("Crystal") files this reply: memorandum in support of its
motion requesting that this Court refer to the Bankruptcy Court pursuant to 28 U.S.C. § 157(a)
and Uniform Louisiana Local Rule 22.01W the issue of whether ARCO is violating § 524 of the
Bankruptcy Code by asserting a CERCLA'claim"against Crystal that was discharged in Crystal’s
Vl98’6 Bankruptcy Case and refated issues (the "ARCO Bankruptcy Discharge Issue” as it was
defined in Crystal’s original memorandum). - |

Introduction

ARCO once again conjures ‘up the specter of a complicated CERCLA case being .
prosecuted in this Couxt as a scare tactic. Before any court anyyvhere should entertain such a -
potentially complicated CERCLA case against Crystal, there is a clearly separable, triable issue
that should be heard first - was Crystal Oil Companydischarged in its 1986 bankruptcy
reorganization from any potentlal clalm by ARCO concerning the Colorado mine site?

Smce 1t is clear that ARCO had notice of, and even participated in, the Crystal
bankruptcy proceedmg, the resolutlon of thls thresho]d bankruptcy issue w1ll depend on ARCO’s
| .knowledoe about the env1ronmental problems at the mine site prlor to the October 31, 1986 Bar
Date in Crystal s Bankruptcy Case ThlS Court does not need to try the CERCLA case (and
) Crystal should not be requ1red to bear the burden of defendmg that case) to decide under the
Bankruptcy Code whether ARCO had a "clalm" that waa "dxscharged " Section 524 prov1des »
Crysta] the rwht to a threshold determmatlon whether a clzum is dxscharged before it is put toA
the expense of defendmo that clarm | | o
Vi Even though discovery has only begun, in the ﬁrs,t‘three-:boxes of ARCO’s documents, |
Crystal has found n'u»meroua docunﬁents sufﬁciient to support arﬁndi?‘ng- that ARCO violated § 524

of the Bankruptcy Code when it asserted a counterclaim against Crystal for cleanup of the




Colorado mine. Highlighted excerpts from selected documents, attached in an Appendix hereto
as Tabs A-D, show without doubt that ARCO not only knew of the environmental issues
concerning the Rico mine site before the Bar Date ih Crystal’s Bankruptcy Case, but ARCO also
knew of serious environmental problems at the Colorado mine site prior to and in conjuncfion
with its very purchase of this mine in 1980. ARCO internally evaluated this risk, and still
signed a contract to purchase the mine in wh-ichl it agreed to be responsible vfor that risk. /1d.
Crystal is entitled to have the Bankruptcy Court enforce the § 524 injunction to stop
ARCO from ob_pressing C‘rjstal with what ARCO almoSt brags is "protracted” burdensome
CERCLA litigation concerning the RICO mine. ARC_O’S briefs‘ repeatedly threaten Crysta]"and ,
this Cohn with this burden, apparently in hépes of eithér 'intimid‘a'ting Crystal into a settlement
or scaring this Court info transferring. A‘RCO’§ claimed burdensome CERCLA case away to
Colorado. o

The § 524 Bankruptcy Discharge Issue Is An
Inherently Severable And Separate "Proceeding"
Which Should Be Heard By The Bankruptcy Court Prior
To The Court’s Addressing The Underlying CERCLA Action.

Contrary to ARCO’s assertion (ARCO’s memorandum in bppositio’r) at 10), this Court
has the power and authority under 28 U.S.C. § 157(a) to refer the ARCO Bankruptcy Discharge
Issue to the Bankruptcy Court. That action is a distinct "proceeding” under § 157(a), and
 therefore can, and should, be separated from the CERCLA counterclaim asserted by ARCO, and
determined first, as a threshold matter.

ARCO does not dispute that the ARCO Bankruptcy Discharge I.ssue "arisé[s] un'der
Title 11" and "arise[s] in or [is] related to a bankruptcy case." See .Plaintiff’s Memorandum at
3-6; 28 U.S.C.§ 157(a) (1994). F.urther, the only case cited by ARCO for its erroneous
assertion that § 157(a) precludes referral, actually supports Crystal’s position thap the ARCC

Bankruptcy Discharge Issue is a "proceeding” subject to referral. ARCO’s memorandum in’
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op;»»:ition at 10 (citing In Re S.E. Hornsby & Sons Sand and Gravel Co., 45 B.R. 988, 994 --
(Bankruptcy M.D. La. 1985) ("As used in § 157(a) everythmg that occurs in a bankruptcy case
is a proceeding. Thus, proceeding here is used in its broadest sense")).Y - -
- ARCO’s argument that the Bankruptcy Discharge: Issue is so.intertwined with ARCO’s
CERCLA counterclaim that it cannot be '_'.spiit"-"‘ (ARCO memorandum at 4) is without merit and
- runs counter to the purpose and policy und‘eflying § 524 of the Bankruptcy Code which provides
"an injunction against com»menceme‘nt or continuation of an action . . - to collect . . . ‘any such
[di'schargéd] debt. . . ." The injunctibh created by § 524, by it; ;ature, protects de‘btoré from
the time and expense of a tﬁal' on the meﬁts. of a "claim" that should‘never ﬁave been brought
~ in the first place because it was discharged.
- ARCO seeks to circumvent the threshold determination requxred by § 524 by argumg that
it is not p0551b1e to know whether a specific CERCLA claim was dlscharged w1thout trying its
CERCLA claim. ARCO thus argues*for an extremely narrow deﬁnit?on of claim. This is
- completely at odds with the Bankruptcy Code which mandates that "claim" be given its "broadest '
possible definition," to carry out the fresh start policy of the Bankruptcy Code. House Report
No. 95-595, 95th Cong., Ist Sess. 309 (1977); Senate Report No. 95-989, 95th Cong., 2d Sess.
21. (1978); Ohio v. Kovacs, 469 U.S. 274, 279 (1985). |
The Circuit Courts of‘ Appeals have relied on this broad definition of claim to develop
standards for this threshold determination whether an environmental claim has been discharged.
- These standards require review of certain fairly easily determinable facts that do not come =

anywhere close to requiring a trial of the entire underlying environmental claim. A review of

L See also In Re Wolverine Radio Co., 930 F.2d 1132, 1141 (6th Cir. 1991) ("The use of the term
‘proceeding” . . . . is not intended to confine the bankruptcy case. Very often issues will arise after the case is
closed . ... The bankruptcy courts will be: able to hear [proceedings such as motions to enforce the order
conhrmmt thc plan] because they arise under Title 117), cert. dismissed, 503 U.S. 978 (1992); In Re Brantley, 116
B.R. 443, 446 (Bankr. D. Md. 1990) (bankruptcy court was- referred claim for violating the discharge mJunlen'
of 11 U.S.C.§ 524(a)).




these cases illustrates how broadly courts interpret the concept of "claim" in circumstances even
less compelling than here where specific, and potentially sizable environmental issues abounded
at Rico for years.priorlto Crystal's bankruptcy proceeding.

-For example, in In re Chareaugay Corp., 944 F.2d 997, 1005 (2nd Cir. 1991), the

Second Circuit held that environmental regulators have (1) claims for certain costs they do not

. yet know relating to known claims and (2) even claims concerning certain sites they do not yet

know about. According to the court, a contingent claim "must result from pre-peti‘tion conduct
fairly giving rise to a contingent claim." Thii standard is mé,t, however, where a claim by th.e
environmental éuthorit_i‘es is ;based: on "p_ré—petition releases or threatened releases of haza;déus
substances.” Id. at 997. Thus, the environmental authorities have a contingent claim when é
bankruptcy debtor ﬁas something on its prémises which "threatens" harm to the environment 1n
the future, even if the harm has not yet occurred. ”

Similarly, in Matrer of Chicago, Milwaukee, St. Paul & Pacific R., 3 F.3d 200 (7th Cir.
1993), the Seventh Circuit held that a claim had been discharged, even though a private creditor
claimed it &id not know about the claim, but the circumstances showed it should have known.
The court placed heavy emphasis on the knowledge of a potential claim that should have been

conveyed from the nature of the site based on its prior use and the position of the site versus

other known environmental problems, noting that "[o]ur national environmental policy does not

~permit a commercial landowner in a tainted area to put on blinders or attempt an ‘ostrich

defense.”" Id. at 207. Moreover, the Seventh Circuit said:
. It is not too much to require a timely examination under any circumstances, but
where a present owner expects reimbursement from a predecessor in interest, any

delay may preciude relief, because of . . . the interposition of dates barring
claims 1mposed by bankruptcy courts. Id. :

The In re Jensen, 995 F.2d 9”5 931 (9th Cir. 1993) court held that the state regulatory

authontv should have "fairly contemplated” a claim when its personnel observed a vat of




.fung-i‘cide on the clbsed—doWn debtor’s premises, which could cause pollution if it "were to be
broken [in the future] through acéident or vandalism.” Echoing the concept establisﬁed in
Chateaugay, the Ninth Circuit held that an environmental vautho}ity has a fair enough
contemplation that it has a claim if there are circumstances which suggest‘there might be
environmental damage in the future "if," for example, an "accident or vandalism," occurs. Id.

| Finally, the In re Texaco, Inc., 182 B.R. 937 (Bankr. S.D.N.Y. 1995) court, following
Chareaugay and Jensen, held that an environmental damage claim asserted by a private creditor
was discharged in the debtor’s bankruptcy, even though the creditor did not kﬁow about it during
. the bankruptcy,éase,_ as léng as it was 'di'scove';able at that ﬁme.

- The principles developed in these cases do not even come close to requiring a trial‘-_of a
complicated CERCLA case just to determine if the CfERCLAchaim being asserted was
discharged iﬁ bankruptcy. Clearly, the Bankruptcy Court in this case can determine if AkCO’s
-counterclaim asserts a "claim" thét was discharged without having to engage in the specter of
- -a complicated CERCLA proceeding ‘concerning the Colorado mine.

- The § 524 Bankruptcy Discharge Issue Does Not
Require Substantial Consideration Of CERCLA So As To

Require Withdrawal Of Reference To The Bankruptcy Court.

ARCO erroneously argues in part III of its memorandum in opposition that the District
Court is compelled to retain the Bankruptcy Dis;:harge‘ Issue because the terms of 28 U.S.C.
§ 157(d) would require the withdrawal from the bankruptcy court of any 'proceeding requiring
a decision concering "the uncértajn interface of the bankruptcy law and CERCLA." |
In In re Chareaugay Corp., 944 F.2d 997, 1002 (2nd Cir. 1991), however, the Second

Circuit held that accrual of the EPA’s CERCLA claims against a debtor is_determined by

bankruptcy law, and does not require interpretation of the substantive provisions of CERCLA.

The court reasoned that Congress intended the Bankruptcy Code "to overcome many provisions




of law that would apply in the absence of bankruptcy,” and that if Congress had intended
CERCLA to limit the Ban‘krubfcy Code, it would have amended the Code to achieve
environmental obj:ecti’vgs. Id. |
~ Relying on the Second Circuit’s decision in Chareaugay, the courtin LTV Steel Co., Inc.
v. Union Carbide Corp., 193 B.R. 669, 673 (S.D.N.Y. 1996) held that CERCLA claims
asserted ‘in circumstances similar to those envviisionec.i by ARCO did not. require mandatory
withdrawal under § 1-57(d). In that case, a former banknilptcyv d'ebtdr, LTV Steel, sued under
 §524in bankruptéy court in New York to stop the plaintiffs in a federal district couﬁ lawsuit
in Pennsylvania from asserting CERCLA liability against LTV that had been discharged in
LTV’s bankruptcy case. Id. at 671. Four of thé- CERCLA claimants moved.' pursuant to
§ ,157(d)' to withdraw reference of this bankruptcy discharge issue from the bankruptcy court.
Id. at 671-72. | |
The court in LTV Steel first noted that § 157(d), concerhing mandatory withdrﬁwa_l, must
be interpreted narrowly so that it 'd‘oés'not become an "escape hatch" through which most
bankruptcy matters might fall. Id. at 673. The court then noted that the "ultimate issue invthe
adversary proceeding here is whether LTV’s ‘pétential CERCLA liability to the defendants has
‘been discharged by its bankruptcy."” Id. 'Relying on Chateaugay, the court held that withdrawal
of reference was not warranted because this discharge issue was fundamentally a bankruptcy

issue.?" indeed, it was a core proceeding not subject to discretionary withdrawal, and efficiency

4

= "After the court that hears this case: determines when defendants’ claims accrued, it must then determine
whether those claims ‘were discharged, a fundamental guestion of -bankruptcy ‘law that is' best resolved by a
bankruptcy court:"™ LTV Steel, 193 B.R. at 674.




and uniformity would be promoted by denial of the motion to withdraw the reference. /d. at

673-74.%

Reference Of The Bankruptcy Discharge Issue
To The Bankruptcy Court Promotes Judicial Economy.

It will promote the greatest judicial economy if the Bankruptcy Court determines in a
single proceeding the applicable legal princrip]es- governing whether the State of Louisiana and
ARCO are violating § 52.4>of the Bénmptcy Code when they assert their three environmental
clajms. It will further promotejudici’a.l economy if the Bankruptcy Court then applies those legal -
principlesdand standards consistently to the facts o»fA 'the tvs.'o'State of Louisiana cases and the
ARCO case. Moreover if one court develops these legal principles and applies them to the
material facts in all three of these cases the results are more likely to be consistent, thus
promoting the equal treatment of creditors and stockholders who substan;tially changed their -
ﬁnaneial positions when they vdted_td acceot;C_rysta'l",s' reorganization plan in reliance on the Bar
Order. | |

ARCO misses tne point when it argues that there are fact issues involved in the threshold
Bankruptcy Discharge Issue which may also be relev;mt to ARCO’s CERCLA claim against
- Crystal and CEPCO. ARCO, in essence, st_tggests.that_.it would promote judicial efficiency if
both of these issues were decided at once. This simply ignores that § 524 entitles a debtor to
have a threshold determination of whether cltt_ims being asserted against it have been discharged,
without having to undertake the enormous and expen_sive burden of trying a purported underljing |

claim. See supra. Moreover, it ignores the fact that what is most significant to judicial

¥ While there had been other district court decxsmns to the contrary pnor to the Second Circuit’s decision
in Chatequgay. the district court in. LTV Steel noted that the only district court to address a motion to withdraw a
reference in a case concerning the discharge of CERCLA 1liability had denied the motion. 193 B.R. at 674 (cmng
Revere Cupper & Brass, Inc. v. Achushner Co., 172 B.R. 192, 196-98 (S.D.N.Y. 1994)). That court followed
Chateaugay.. and reasoned that because determination of the accrual of a CERCLA .claim is based exclusively on:
the Bankruptcy Code, this does not involve substantial and material non-Code 1 1ssues, and therefore withdrawal is
nat mandatory.




~economy here is development of consistent bankruptcy principles (to determine under the
- Bankruptcy Code what is a claim, whether it has béen discharged and whether a party is
enjoined from pursuing it), not the trial of cases under CERCLA, when the distinct possibility
exists thét these CERCLA cases may be void because the plaintiff is enjoined frém bringing.
them.

Crystal’s bankruptcy case has already 'béen reopened in connection with the two State of
Louisiana claims, and the Bankruptcy Court will address § 524 bankruptcy discharge issues in
those two cases, ‘regardless of whether it also considers the ARCO‘ Bankruptcy Diséharge I-ssue.
The same court should decide all three of these bankrﬁptcy discharge issues. The legal issues
and the background facts concerning Crystal’s bankruptcy case and orders entered during it will
be identical. |

~Crystal Is Not Estopped From Requesting That This Court
Refer the Bankruptcy Discharge Issue To The Bankruptcy Court.

ARCO incorrectly claims that Crystal vis estopped from asking the District Court to refer
thg Baﬁkmptcy‘ Discharge issue to the Bankruptcy Court bgcause‘ Crystal asserted this issue,
| alo.n.g with the CEPCO contract relegse fssue, in its Complaint. .As Crystal has previously stated
in briefs filed wi-th this Court, Crystal was certain that this Court had jurisdiction over both the
ARCO ‘Bmk;uptcy Discharge Issue (as to Crystal) and the Contract Release Issue (as to CEPCO,
~nota debtqr in Crystal’s 1986 bankruptcy), both 'thfeshold isgues thch will release Crystal and

CEPCO from the burden of de'fendihg a‘.discha‘rgﬁed and released CERCLA claim.¥

¥ The facts that Crystal will prove in support of the ARCO Bankruptcy Discharge Issue (i.e. that ARCO
knew of the serious environmental problems at. the Rico mine not only before the October 31, 1986 Bar Date in
Crystal's bankruptcy case, but also before ARCO even bought the property, Appendix Tabs A-D) will, of course,
also provide parole evidence, if such evidence is to be admitted, that ARCO knew what it was doing when it signed
a contract with. CEPCO to buy the RICO mine. in which it agreed to be responsible for all environmental problems
there (except for $35.000 ina specific problem lhat ‘was singled out in the contract).

Because CEPCO was not a party to the 1986 hankruptcv case (alth0u0h a wholly-owned subsidiary of

Crystal at the time), plaintiffs have made no motion for this Court to refer the CEPCO Contract Release Issue to
the-Bankruptcy Court.. It would, of course, be appropriate, and within the power of the District Court, to refer such

-8-




When Crystal filed its Complaint,. it 'th,ought.it quite likely that this Court would
ultimately refer the ARCO Ban‘kruptéy Discharge Issue to the Bankruptcy Court under Local
Rule 22.01W. Every brief that Crystal has written in response to ARCO’s venue transfer
motion has mentioned this Court’s power to refer the Bankruptcy Discharge Issue to the
Ba‘nkruptcy Court. After Crystal received two additiona]r.rcorﬁplaints:from the State of Louisiana
-alleging other environmental claims that had also been dis‘chargled',, Crystal reopened its
bankruptcy case and asked the Bankruptcy Court to find that the State had asserted those:claims
in violation of § 524. In these two state c‘laims; there are no related release ér_ contractual
assumption of lability issues conceming a non-debtoé'pafty,. as with CEPCO here. Having
brought the iLbu’isiana claims before the Bankruptcy Court, Crystal then believed it appropriate
to make a formal motion ‘t(.) this Court reduesting referral of the ARCO: Bankruptcy Dis@harge
Issue to the Bankruptcy ‘Court, since the prospect for unnecessary duplication in the judicié‘l _
process was then apparent..

Crystal’s conduct in this case does not create any waiver or (estoppél».i’ ‘Indeed, at every
step aloﬁg. the way, Crysta]\vh‘as b'el’ié\)éd and assert.edithat this Court could, and should, refer

the Bankruptcy Discharge Issue to the Bankruptcy Court for determination.

a related issue to the Bankruptcy Court since the evidence which is.considered on the ARCO Bankruptcy Discharge
Issue will also be probative on. the CEPCO Contract Release Issue. 28 U.S.C. § 157(a); See, e.g., In re Dow
Corning Corp., ___F.3d __, 1996 WL 288212 *4-*9 (6th Cir. Apr. 9, 1996). Obviously, whether a large claim
exists against a wholly-owned subsidiary of a debtor is "related” to and affects the debtor and: creditors who voted
in the Bankruptcy Case to transform their claims into stock of the debtor. The Bankniptcy Court has junsdiciion
to hear such a claim, especially when (1) the material facts of the. ARCO Bankruptcy Discharge Issue are so similar
to the matenial facts of the Contract Release Issue (if parol evidence is.permitted on that issue) and (2) both the
ARCO Bankruptcy Discharge Issue (as to Crystal) and the: Contract Release Issue (as to CEPCO) are threshold
issues which.should be:decided before pursuing ARCO’s CERCLA counterclaim. Indeed, as described above, § 524
of the Bankruptcy Code requires- that the ARCO Bankruptey Discharge Issue be decided at the threshold.

¥ The case ARCO cites in support of its notion that Crystal is estopped from urging referral, does not support
its position. See ARCO’s memorandum at 7 (citing In re Braniff International Airlines, 159 B,R. 117 (E.D. N.Y.
1993). The Braniff Imternational Airlines case, unlike the present case, was not an action brought to enforce a
bankruptcy injunction. Instead, in that case the debtor asserted contract claims against the defendant aviation
company to-enforce certain lease agreements: in district court, during the pendency of its Chapter 11 case in
bankruptey court; instead of asserting the contract action as an adversary proceeding in the bankruptcy court.

9-




This Court Should Defer Consideration
Of ARCO’S Motion To Transfer Venue Until

'1_‘h'e' § 524 Bankruptcy Discharge Issue Has Been Resolved.

Unless ARCO prevails on the Bankruptcy Discharge Issue, it is enjoined from pursuing
its CERCLA counterclaim against Crystal. '_I‘-hérefore, iﬁstead of deferring consideration of
Crystal’s motion to refer the ARCO Bankruptcy Di_scharge Issue to the Bankruptcy Court until
after a ruling on ARCO’s motion to 'tra.msfer" venue, as ARCO suggests at 1, this Court should
grant Crystal’s motion to refer as a foundation foi' denying ARCO’s venue motion.

Conciusion
Accordingly, the Court should refer the thresholdf ARCO Bankruptcy Discharge I-sﬁue to

the Bankruptcy Court.
RESPECTFULLY SUBMITTED,

FULBRIGHT & JAWORSKI L.L.P.

Bywﬁwémvé«//f

Osborne J. Dykes, III, T.A.
Texas State Bar No. 0632550 / ﬁ’ )

~Zack A. Clement
“Texas State Bar No. 04361550
Eva M. Fromm
Texas State Bar No. 07486750
Rebecca J. Cole 7
Texas State Bar No. 04546400
" Edward Clark Lewis
Texas State Bar No. 00786058
1301 McKinney, Suite 5100
Houston, Texas 77010-3095
Telephone: (713) 651-5151
Telecopy: - (713) 651-5246
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that in compliance with the Federal Rules of Civil Procedure, on
this 7th day of June, 1996, a copy of the above and foregoing has been served on counsel for
Defendant, Atlantic Richfield Company, by placing a copy of same in the United States mail,

properly addressed and with adequate postage affixed thereon to:

1. M. W. Michael Adams
Blanchard, Walker, O’Quin & Roberts
P. O. Box 1126
Shreveport, Louisiana 71163-1126

2. Mr. Roger L. Freeman
Davis Graham & Stubbs, L.L.C.
370 Seventeenth Street, Suite 4700
Denver, Colorado 80202

3. Mr. Lary D. Milner
~ Senior Counsel, ARCO
Legal Department
-. 555 Seventh Street . - K
- Denver, Colorado 80202 -

(Zd iy
< . 7

Albert M. Hand, Jr
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TABLE OF CONTENTS

TAB A  May 28, 1980 - Authorization for Commitment [for] Rico Project -- Buyout -of
Crystal Qil’s Assets [and attached] Summary of Justification.

Anaconda Copper Company requests sufficient
funds to purchase Crystal’s assets at Rico ($5.0
million) and accomplish environmental curative
work ($15.4 million). . .

Purchase of Rico property involves assumption of
environmental liabilities as well as the substantial
surface and mineral assets. Tailings stabilization
and water treatment costing $15.4 million may be
needed to correct the environmental damage left
‘from 100 years of silver mining. . .

If exploration does not find a deposit of interest to
Anaconda, the company will have purchased $5
million of surface assets, an estimated $5 million in
mineral rights, and $15 million of environmental
liabilities. Disposal of the property with some of
the environmental problems still attached, could
probably be achieved at break even costs via sale to

a ski resort development corporation or mining
company.

TABB 1980 -- Justification Authorization for Commitment -- Rico Project, Colorado [to

support above referenced Authorization for Commitment]

Anaconda Copper Company requests $20.4 million
which includes $5.0 million to purchase Crystal Qil
Company’s assets located in the Rico district in
southwestern Colorado, and $15.4 million to cover
the environmental liabilities associated with this
molybdenum prospect. Environmental curative
work is necessary at the project and $15.4 million
is requested to begin engineering studies in 1980
and to complete the curative work by 1987.

- Environmental liabilities associated with the Rico

property were evaluated by Camp, Dresser &
McKee, Inc. (CDM) in 1979. Their report of the

0649362
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liabilities is summarized and evaluated in
memoranda in Appendix III. CDM concludes that
$16 million of curative work is needed to remove
the environmental liabilities and the HS&E
Department concurs with the CDM conclusions.
DME contends that the cost of this work will likely
be substantially less with focused innovative

- solutions to the problems. The three areas of major

concern are:

. (1)  the tailings ponds which lie’
- near the Dolores River
(2) the zinc-rich water that drains
: from the St. Louis tunnel into
.. three ponds
(3)  the tailings ponds located
adjacent to Silver Creek near
- the Argentine Shaft

Thé probébility Wéighted cost of all environmental

solutions is $15.4 million. . .

. Possible barriers to development [include

plrohibitive cost  in' maintaining environmental

~ integrity. ...

" The second area of concern is the $15.4 million

cost estimate for environmental rehabilitation.
the liability represents the most significant
exposure should the project fail to meet

‘molybdenum expectations. If Anaconda were to
purchase now. . . the exposure would be $15.4

million, ‘with a continuing caretaking cost of

$200,000 per year. . ..

Appe”ndi‘x_ 11 :--“Envrir_on‘me'rltal Liabilities at Rico

My basic conclusion is that the environmental
liabilities at Rico have not been overstated by the
CDM_ report and the recommended contract

activities will require about $16,000.000 in cost
over the initial years of Anaconda ownership. The
Rico existing environmental liabilities are shown




~[below] . . . Anaconda will assume responsibility
for all the liabilities listed above, if we purchase.

H, S, & E conclusions and recommendations
are . . . ‘Recognize that environmental liabilities
are just that -- liabilities .

H, S, & E has reexamined the Rico environmental
problems to determine if there are alternatives to
the CDM Report and its recommended $16,000,000
solution. . . Permanent liability is a fact of life;
permanent solutions must be found .

The capital cost involved with correctmg exlstmg
unsatisfactory environmental conditions at Rico is
approximately $16,000,000.

TAB C December 9, 1983, Notice of Claim Against Anaconda Minerals ‘Cfbmpany and
~ Atlantic Richfield Company for Costs and Damages Pursuant to 42 U.S.C. 9612

This claim is made pursuant to Section 112 of the
Comprehensive Environmental Response,
Compensation and Liability Act. . . said facility
being the Rico Argentine Mine, Mill and Tailings

- Pile located in Rico, Colorado. . . There have been
releases of hazardous substances from said facility
into the following natural resources. . .

TAB D September 17, 1984, Letter to Anaconda Minerals Company from Ecology and
Envxronment Inc.

Ecology and Environment, Inc. [is] under contract
with the U.S. Environmental Protection Agency

- (EPA) to investigate sites which may qualify under
CERCLA for remedial investigation... Our
assignment is to assess the possible impact that the
mines in the district may have on the Dolores.
River. In particular, EPA has requested that we
focus our initial investigation on the Rico-Argentine
mining site. ‘
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The Rico itolybdenum Exploration Project is located in the Rico silver
mining district in Southwestern Colorado. The project is in the second year of a
three year Option to Purchase Agreement from Crystal 0§ Company on 3,040 acres
that cover 90% of the district. That option must be exercised before Decanber,
1981, and the price is either $5 million or $2 million with 74%% royalty at seller's
choice. Until June 25, however, Crystal offers to sell this-property and an additional
1,090 acres of timber rights, 370 acres of town lots and tracts and other assets '
for $§5 million with no retained royalty. Anaconda Copper -Company requests sufficient
funds to purchase Crystal's assets at Rico ($5.0 million) and accomplish envirsamental
curative work ($15.4 million). :

Anaconda began exploration at Rico in 1978, following up on a copper-
silver resource found by Crystal. Potential for a 30 million ton deposit with 2%
copper; 1.5 oz/ton silver and .05 oz/ton gold exists at Rico. However, Anaconda's
early investigations pointed toward a molybdenum target and strong indications of a
‘major molybdenum-tungsten ore body were intersected in drill hole C-25 in Novezber
1979. Results of this hole show a 2,000-foot altered and chemicalTy anomalous (Mo,
W, F, and Cu) zone that shares strong similarities with the fringe mineralizaticn
adjacent to major molybdenum deposits such as Henderson, Colorado. An ore-grade
intercept has not been achieved; drilling is in progress. Orilling results and
surface indications indicate a high chance for discovery.of a 200 million ton
deposit of .25% molybdenum and .04% tungsten. Evaluation of this target under the
recent offer by Crystal indicates a OCF ROR of 22%, and an expected present worth
of $130 million. The present worth of the project would be reduced to zero if
price decreases by 67%, grade decreases by 40%, operating cost increases by 67% or
capital increases by 100%. Purchase of Crystal's assets now will block.development
~of the town as a tourist resort and insure availability of important fee land
ieeded for development of a major mine. '

/ Molybdenum demand is expected to grow at 4.5% compared to historical
growth of 5.52. This growth will require significant new supply over the remainder
of the century. Impact of new projects is likely to reduce price from the current
level of $9.00 to $7.00/1b. ($1980), the long term trend price used in this evalua-
tion. The demand for tungsten is expected to grow at 4% and current U.S. consunp-
tion is 25 million pounds/year; about half is imported. Tungsten is strategic, but
the current U.S. stockpile of 16 million pounds is being sold at the rate of 4-12
million pounds/year. The long term price trend for tungsten is $7.00/1b., consis-
tent with today's price of $6.47/1b. : :

Purchase of the Rico property involves assumption of environmental Tiabili-
tites as well as the substantial surface and mineral assets. Tailings stabilization
and water treatment costing $15.4 million may be needed to correct the enviraonmental
damage left from 100 years of silver mining.

In summary, purchase of the Rico property is recommended now because of
the potential for discovery of a major molybdenum deposit and to gain title to town
and tirter property essential to mining. Purchase of the property now eliminates
the possibility that Crystal may select the 7%% royalty option which would decrzase
the net expected present value by $11 million. ¢Enginecring studies in 1980 will
seek lower cost alternatives to the environmental problems. If exploration does
not find a deposit of interest to Anaconda, the company will have purchased $5
million of surface assets, an estimated $5 million of mineral rights, and $15
million cf environmental liabilities. Disposal of the property with some of the
environnental problems still attached, could probably e achieved at break even
costs via sale to a ski resort develogment corporation or mining company.
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This is based on a uniform 10' depth of material in the settling ponds.
The cost can be recalculated as a simple ratio i.e. S' depth would
cost nalf as much. '

cc: . ¥rablin
J. Laird
Chave:z

. D. Crane
King

L. Dent
Newell
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- JUSTIFICATION
AUTHORIZATION FOR COMMITMENT
RICO PROJECT, COLORADO -

Introduct1on

, "Anaconda Copper Company requests 520 4 million wh1ch includes
$5.0 million to. purchase Crystal 0i1 Company's assets located in
the Rico district in southwestern Colorado, and $15-4 million to
cover the environmental liabilities associated with this molybdenum

‘prospect. Environmental curative work is necessary at the project
and $15.4 million is requested to begin engineering studies in 1980

" and to complete the curative work by 1987. An Exploration Project

- Authorization of $2.5 million will be required tc complete the
discovery and confirmation phases by the end-of 1982.

The Rico project is- in the second year of a three year option-
to-purchase agreement on 3040 acres, the surface value of which is
appraised at $1 million. .The option price 15 $5.- million or £2
million with 7%% roya]ty at seller's choice.  Crystal 0i1 Corpany
offers to sell this property to us for $5.0 million and includes
an additional. 1090 acres of timber tracts, 370 acres of town lots,
and other important assets, if we buy now. The appriased value-
of ‘the current offer is $5 m1111on, which is $4 million more than

1981 option.

Anaconda has (1) strong evidence for a stockwork molybdenum-
tungsten deposit, (2) a drill-indicated, copper-silver reserve, (3)
2 suggestion of geothermal resource, and (4? additional targets for
tungsten and silver resources at Rico.

_ Anaconda's Rico project, located in Dolores County, Colcrado,

began in 1978 with geologic evaluation of the copper-silver skarn
orebody discovered a few years before (Figures 1 & 1A). The
possibility that a major stockwork molybdenum target exists cn the
property was realized in the early stages, and the exploraticn program
was reoriented toward the more valuable target. Exploration drilling
began in May, 1979. Two holes have been completed, one was iost and
three are in progress (Figure 2 and Appendix 1 for detail).
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Anaconda has invested about $1,000,000 in exploration and land
costs at Rico from June, 1978 through May. The 1980 Rico exploration
budget is $333,000 and at the current exp]orat1on rate, it will be
exhausted by mid-June.

Geologic Justification

The results of drill hole C-25, completed in November, 1979,
suggest that a stockwork molybdenum deposit lies within a 2500-foot
radius of this hole (F1gures 2 & 3). Hydrothermal alteration and
mineralization increase in intensity with depth from unaltered and
unmineralized sediments at the surface to totally altered and strongly
mineralized hornfels and skarns at depth. Hydrothermal alteration
changes in style from weak propylitic to intense quartz-sericite (or
actinolite-diopside, depending on original rock chemistry) over a
distance of approximately 500 feet (1000 to 1500 foot depth). Tuartz
veining with sulfide mineralization changes dramatically with depth
The vein 1nt=ns1ty increases by a factor of 500 by a depth of 2,000
feet. Veining is comp1ex and shows multiple crosscutting relation-
ships. Figure 4 summarizes geochemical gradients of hole C-25 that
indicate a major molybdenum deposit lies adjacent to the drill hole.

These- strong geochemical gradients, the intense quartz veining,
and the pervasive hydrothermal alteration and metasomatic hornfeising
are very similar to anomalies found adjacent to the Henderson, Mt.
Emmons, Questa, and Nevada Molybdenum deposits. The molybdenum
potential at Rico and Calico Peak is the focus of a recent article
by Maeser, et al; (Economic Geology, Volume 75, 1980). The proba-
bility of discovery of an economic molybdenum body is very high.

The dimensions of the molybdenum target and other targets are listed
in Table 1. .

Table 1 - Target Size and Grade
Rico, Colorado

Size in

Target M tons Grade
molvbdenum-tungsten stockwork 200 0.25% Mo
' : ‘ : 04 W
copper-silver skarns* 30 1.50% Cu
. ‘ 20z Ag
tungsten-molybdenum skarns* 15 0.3% W
.01% Mo

*!See Figure 2 & 5 and Appendix 1)
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SURFACE ESTATE

Town Properties
Lots (300)

Anexed Claims (26).

Tracts (20)
Rico District
Patented (222)
~Unpatented (214)
Timber Tracts (5) . .
Mill Salvage (2)
Telephone Company

Water Rights,
22,2 ft7/sec

Suminary

*Estimated 5/1980

~ TABLE 2
©RICO ASSETS
($ millions) .

ACRES VALUE
200
250 3.4
100 :
1690 2.3
1350 < nfl
1087 .
- 81
- .05
- 1.
Acres
1980 4500
1981 3040

APPRAISED

BULK SALE
VALUE

1.5

- 1.05

1.2
1.0

Value
$4,800,000
$1,000,000




Surface 3ssets and Liabilities

Crystal Qi1 is currently offering to sell 2497 acres of patented
land, 1251 acres of unpatented mining claims, 369 acres of town tracts
(rineral rights only), and 280 acres of timber land (without mineral
rights). The bulk sale market value of these surface, mineral, and
timber lands is $3.8 million. Other assets included with the current
sale are mill buildings, mining equipment, and water rights. The
present value of these assets is appraised at $1.2 million. The total
appraised market value for the assets included in the 1980 offer is $5
million, see Appendix Il for detail.

The existing purchase option agreement between Crystal Oil
and Anaconda contains significantly fewer assets, and as shown in
Table 2, the value of the assets defined in this agreement is $4
=illion lower than the current offer.

Environmental l1iabilities associated.with the Rico property
were evaluated by Camp Dresser and McKee, Inc. (CDM) in 1979. Their
report on the liabilities is summarized and evaluated in memoranda’
in Appendix III. CDM concludes that $16 million of curative work
is needed to remove the environmental liabilities and the HS & E
Department concurs with the COM conclusions. OME contends the cost
of this work will likely be substantially less with focused innovative
solutions to the problems. The three areas of major concern are:

1) the tailings ponds which 1ie near the Dolores River

2) the zinc-rich water that drains from the St. Louis tunnel
into these ponds

3} the taiTinQS‘pohdé Tocated adjacent to Silver Creek near
the Argentine Shaft. ' :

The przbability weighted cost of all environmental solutions is
€15.4 =illion. Environmental work in 1980 is budgeted in this AFC.
~éditional funds from salvage operations may also become available
during the first few years for additional environmental repair work,

An engineering study of the potential value of mining the numerous
- old cdumps at Rico indicates that a precious metal heap-leach operation
could produce a present worth of $3.6 million by recovering silver and
celd. See Appendix IV for detail. The Silver Fork tailings ponds
contain about 3/4 oz/tonm silver, and the economics of recovering this
siiver is under study. '

Sxploretion - Development Scenario

. “he uncertainty in the prctability of occurrence of molybdenum,
copper-silver, or tungsten targets on the property will be redjuced
to 107 or less near the end of 1325 by continuing Aneconda's current
~exploration pace (3350,000/yr.). [If the exploration rate is advanced
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to the optimum ($1,000,000/yr.), this uncertainty can be reduced to
nil near the end of 1982 on the molybdenum target. The copper-silver-
tungsten targets would be only partially evaluated by this time.

Delineation and development drilling, underground sampling,
permitting, and land acquisition for the mine plant is estimated to
take six years and approximately $30 million. Construction of mine,
mi1l, and infrastructure should be accomplished in four years (1988
to 1991). Using this fast track exploratwon case, the exploration
and development scenar1o at Rico is shown in Table 3.

Tab]e 3 - Fast Track Exploration and Development Scenario
‘Rlco, COTbrado

Phase .. % (Millicns) Time ~ Cumulative $§ Cumulative Time
- DBiscovery- _ 2.5 2 yrs. 2.5 2 yrs.

Confirmation 4.0 _ ’
Underground 15.0 - T :

Sampling - : 6 yrs. - 26.5 8 yrs.
Tailings Land 3.0 ‘

Acq. ‘ ’
Permitting 2.0 )
Construction 540-900 4yrs.  565-926.5 12 yrs.

Poss1ble Barrlers to Deve]opment

, In view of the problems that AMAX is hav1ng in its molybdenum

development at Crested Butte (Mt. Emmons deposit), a few comments

are appropriate on possible barriers to development of a molybdenum

deposit at Rico. Three possible impacting conflicts are identifiable;
they are:

1. Incompatibility with local life style
2. lack of mill and/or tailing sites
3. Prohibitive cost in maintaining environmental integrity.

The winter population at Rico is fifty, most of whom work.
* Businesses consist of one bar-restaurant, two gas stations, one
- liquor store, and one small seasonal motel. Abu~Zi3t snow js pre-
sent in most winters; however, Crystal 0il owns thz only fee land
~that could turn into a ski resort. Arts and crafts stores and
dilettante activities are absent. Rico is located on Coloraco State
J1ﬂh~ay 145 which leads to Telluride, twenty nine miles north.
Stoner, a one-Tift ski resort on private property lies eightean
m11=s down river, south of Rico (Figure 6? The Stsner ski 1ift is
“barely economic at the present time and purchase of the .Stoner property
for a mill site should be considered in Rico develgpment.
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No tailing s1te exists at Rico suff1c1ent to accomodate a major
(+30,000 TPD) mine. Possible locations on private land are present
on the West Fork of the Dolores River and on the flat mesas above
Stoner (Figure 6). Mill and tailings would be accessed through 7
miles of tunnel and 4 miles of road to the West Fork location.
Alternatively, tailings would be slurried 18 miles to the Stoner
site from a mill on fee property at Rico. The latter alternative
is used in the economic ana]ys1s. :

The R1co project is enclosed by the San. Juan Natlona) Forest.
The proposed Mt. Wilson Wilderness area lies about 10 miles north
of Rico. All other Forest Service lands within a 20 mile radius
of Rico have a multiple use classification (Figure 7). The Dolores
River canyon is scenic; however, the river below Rico is over 90%
enclosed by private land and public access is somewhat restricted.
Above the town of Rico, the Dolores River is within Forest Service
control and supports h1gh quality public sport fishing. - The Dolores
River in the Rico area is not proposed for des1gnat10n as a Wild and

Scenic Rriver; however, some:40 miles down river from Rico, the Dolores

River from the area near Dove Creek to Gateway is being considered for
designation as a Wild and Scenic River (52342, see Appendix III).

The West Fork of the Dolores River above its confluence with the
Dolores River is being considered for designation as a H11d and
Scenic river.

Most of the difficulty in atqu1r1ng permits for a mining operation
“at Rico would center on preserving the integrity of air and water
quality. Tunnel diversion of the Dolores River might be required.

if the molybdenum deposit occurs within 3,000 feet of the river.

Drill hole C-26 suggests the mo]ybdenumvdeposit must lie more than
3,000 feet east of the river and thus this possible major conflict
does not pose a problem. . None of the mill and tailing sites des-
cribed are close to H11derness or other restricted land classi-
fications (Flgure 7).

In-SUmmary, no "fatal flaw“'can,be-idehtified in the Rica pro-
Jject. The area appears to be far more favorably located for dJevelop-
~ment than AMAX's proposed Mt. Emmons operation at Crested Butt

Market Outlooks

Molybdenum - Molybdenum demand is expected to grow at bziween
4.0% and 4.5% per annum for the remainder of the century. This
growth is below historical levels (5.5-6.0%) and is consistant with
~RCC's Interated Scenario. ‘ : :

Molybdenum's primary use is as an additive agent to steel, im-
parting strength, toughness, hardenability and resistance to corrosion
and wear. It is used in both alloy and stainless steels and other
specialty applications. Potential substitutes for molybdemu— include
coiumbium, chromium, nickel, and tungsten, but no significant sub-
stitution is -expected over the forecast period. P .
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The strong growth in molybdenum demand will require significant
new supply over the recainder of the century. The recent shortage
of molybdenum has spurred the development of known orebodies, but
many of these are plagued with environmental problems, long lead
times, and are not expected to come on-stream until the mid to late

1980's.

The United States is the primary world producer of molybdenum,
with one company producing over 40% of the world supply from the
Henderson and Climax mines. Another 45% of supply comes as by-product
from copper mining. This supply is expected to increase in proportion
to expanded copper production. - 2

New major, molybdenum mines expected to come on stream during
the next decade include Mt. Tolman (Amax), Mt. Emmons, (Amax), Thompson
Creek (Cyprus), Goat Hi1l (Moly Corp), and Moly Project (Anaconda),.
all of wnich are lecated within the United States. : :

The impact of these projects and .others is likely to reduce the
price of molybdenum from todays levels. Currently, the producer price
for molybdenum (Climax Oxide) is $9.00/1b. and the spot price is
approximately $11.00/1b. The long term trend price used in this
evaluation of $8.00/1b. (1980 dollars) is more consistant with the
price required to bring ‘'on new primary production in the future.

Tungsten - The demand for tungsten is expected to grow at be-
tween 3.8% to 4.0% per annum over the long term. Current United
States consumption is approximately 25 million 1bs./yr. Tungsten,
1ike molybdenum, is primarily used as a steel additive with the
principal consuming industries being: metal working and construction
. mechinery {77%), transportation (10%), and electrical and lighting
(10%). Tungsten's dominent characteristics are its extreme hardness
and oxidation resistance at elevated temperatures.

The United States imports between 40 and 50% of its tungsten
needs. Domestic reserves of tungsten are inferior to that of the
rest of the world in both quality and quantity.. The U.S. has 10%
of identified world reserves while mainland China is estimated to have
over 55%. U.S. production could increase by over 20% in the early
1980's if a new project in Nevada comes on as olanned. Major world
- production sources are the U.S. (7%), Australia (8%), Bolivia (7%),

Canada (6%), Mexico (6%), and central ecdnomics (43%).

 Tungsten has long -been considered a strategic resource under
the Defense Production Act of 1951 and the GS* has built up sub-
stantial stockpiles. The current GSA stockpiiz of €0 —illion 1bs.
is over.6 times its stated.goal and the goverr=ent is expected to
continue selling tungsten at a 4-12 million lbs./yr. rate. This re-
presents 3-8% of annual world demand. This rarket overhang will
crevent strong upward price movements in the ~edium term. Once
the inventory is depleted, prices may exhibit upward pressures,
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The estimated tong term price trend of $7.00/1b. contained
tungsten is consistent with todays price of $6.50/1b. The tungsten
market traditionally has been very cyclical and can be expected
to remain so. Previous attempts at price stabilization have been
unsuccessful.

Economic Justification

The expected value of purchasing Crystal 0il's assets at Rico
was calculated and compared to exercising our existing option to
_purchase or drop the property in 1981. The expected values (EV)
are summarized below and illustrated on decision trees shown on
Figures 8 and 9.

- ~ Expected Value
| § Million @
Purchase RAMCO assets for $5 million 130

Cxercise contract on 11/31/81 for €5.0 million 125
(or $2 million with 7%% NPI) :

If the errors in estimation of costs, prices, timing, and pro-
babilities are mutually compensating, then purchasing RAMCO's assets
for $5 million now has a $5 m1111on greater net expected value than

the 1981 option.

The difference between these expected values is.5%. If Crystal
selects the net profits option, the expected value of the current pur-
chase is much greater than 5%. That is, the property should be.
purchased now rather than letting the option run its course.

The basis for the economic evaluation is the expected value
of the molybdenum target as simulated by Monte Carlo techniques.
The 'most likely' target is 200 million tons of 0.25% molybdenum.
Table 4 summarizes the base case parameters and ranges as defined
by the Geology, Planning, and Engineering Departments, Basic assump-
tion and more detailed cost/revenue calcu]at1ons are presented in
Appencix V. : :

The sensitivity of the expected present worth of the 1930 pur-
chase option to various parameter changes is detailed in Table 5.
The effect of parameter value increases or decreases on present
worth is relatively equal in most cases.  Present worth is most
. effacted by changes in molybdenum price and grade, and operating
€osts. In contrast, total capital investment, reserves, and yearly
- procuction rate would have to change by more than 100% to cause the
present worth to either drop below zero or.double in value.
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Three major concerns in the analysis are identified as:
1)  The royalty selection option- in 1981 .
2) The environmental rehabilitation costs

3) The value of assets is $4 million larger ‘in the
1980 "offer”.

The economic analysis indicates that the difference in expected
values between the 1980 present purchase offer versus the 1981 purchase
. option results principally from the effect of the royalty selection
available in the 1981 purchase option. The impact of the 7%%Z NPI
royalty can be observed most clearly at the point on each of the three
decision limbs (Figures 8 and 9) early in 1982. Anaconda's expected
~value for the 1981 purchase no-royaIty case, is $165 million; for
the 1981 purchase 7%% royalty case, is $155 million; and for the
1980 purchase case.is $170 million. The dlscount1ng of these values
from 1982 to 1980 reduces the expected values to $125 million, $120
million, and $130 million, respectively. The consequence of the
royalty also can be observed at the right end of the decision tree
in F1gure 9. ‘

- It is important to note that a probabllxty of 0.1 is assigned
to the Crystal 0il selection of the $2 million plus 7%% NPI option
. and- it is assumed that 75% of the molybdenum orebody is situated
on Crystal's land. If the assigned probability of the Crystal NP]
selection is too low or if the erebody 1ies entirely on Crystal ]
land, the effect will be to change the net expected values, increasing
the attractiveness of the 1980 offer.

The second area of concern is the $15.4 million cost-estimate
for environmental rehabilitation. Although this cost was incor-
porated into both purchase options in an identical manner anc does
not significantly detract from the overall economics of the project,
the liability represents the most significant exposure should the
project fail to meet molybdenum target expectations. If Anaconda
were to purchase now or in 1981 based on only "near discovery data",
the exposure would be $15.4 million, with a continuing caretaking
cost of $200,000 per year until the property was disposed of via sale
to either a real estate concern or to a competitor mineral development
company. Further detail is included in Appendix. V.

The third area of concern is that the value of the assets is
§4 million larger in the 1980 offer than in the existing 1872 agree-
ment. Of the $4 million difference, $2.85 million is 7or lard that
Anaconda may have to purchase if exploration is a success. 7ne
present value of this land is $11.6 million (1380 dollars) assuming
a re2l growth of value at 3% and a purchase premium of 3907 in 1984.
'Pfangib1e problems associated with not purchasing now arise trom
rrys tal's current salte of lots to transient c1t1zeﬁs who migrt create

a local resistence to development.

0’




Domestic Metals Exploration Recomrendation

1.

Buy Crystal 0il's assets and liabilities in the Rico district
for $5.0 million, complete discovery exploration with additional
expenditures of $750,000 in 1980, $1.2 million in 1981, and
$550,000 in 1982; and begin environmental repair studies in
1980.

Other Options Not Recommended

1.

Cantinue exploration at an accelerated rate, exercise either a
$5 million or $2 million plus 7%% NPI option in November, 1981,
and proceed to development as warranted. The November, 1981
decision will be made with insufficient knowledge at current
exploration rate. If the 1981 option is exercised, assets not
included in the 1980 offer will be purchased separately ($11.6

| million, Pwls 1980) should mine development proceed at some

future date.

Farm-out Rico property now to Molycorp, AMAX, or Getty 0il.
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_ TABLE 4
RANGES FOR RICO VARIABLES
1980 Dollars

VARIABLE . ' BASE
Grade: R 0.25% Mo
Price: ' $8.00/1b.
Operating Costs: _ $15.85/T Ore
Reserves: ‘ ' 200 million tons

Total Capital:

@ 100 m tons to 199 m tons

-tons $575iﬁ

31 3t

@ 200.in tons to 299

@ 300 m tons +

Production:
- @ $430
@ $600
@ 1350 m

=2 =

10.5 mTpy

=

Note: Indentation of variable denotes a dependency relatioship.

RANGE
0.15% to 0.40% Mo
+ 25%

$14.30/T ore to $19.80/T Ore
0 to 400 million tons

$430 7 to $720 m
$540 ™ to $900 m
$810 @ to $1350 m

4.2 WTpy to 5.78 mTpy
8.4 mTpy to 11.55 mTpy

11.55 @Tpy to 15.23 mTpy




TABLE 5
SENSITIVITY ANALYSIS
PERCENTAGE CHANGE OF VARIABLE

. VS,
PRESENT WORTH IN PERCENT

Variable -25% -108 - +10% +25%
Molybdenum Price 0.31° ~ 0.73 PH 1.25 1.62
Molybdenum Grade 0.39 0.76 PW 1.23 - 1.56
Total Operating Cost 1.29 1.12 PW 0.87 0.64
Total Capital 1.16 1.07 PW 0.93 0.83
Reserves 0.77 0.92 PW 1.07 1.16

Production Rate 0.73 0.90 - PW 1.08 1.19

" PERCENTAGE CHANGE OF VARIABLE
‘ Vs,
PRESENT WORTH IN DOLLARS (millions)

Variable -25% -10% -~ +10% +25%
Molybdenum Price 41 96 130 164 212
Molybdenum Grade 51 100 130 161 204
Total Operating Cost 169 147 130 114 84
Tota] Capital 152 140 130 122 109
Resarves 101 121 130 140 152

Production Rate 96 118 130 142 156

RCT 000017102
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ANACSNOA Cogper &

April 17, 1SE£0 &
A, Z2arser . st,t.r .,,pg“,‘u_:;’.'c'f
R. Kradiin
3. bject: . Clarification of RiCO Znvircrnmenz2al -

Liabilities

we have reviewed our recommendations on RICO envircn-mental
liabilities and perceive two possible misconceptico~s. The
first is contained in the Internal Correspondance : ted
va-ch 20, 1980 from J. Whyte. He discussed the prcazble
timing of envirormental 1iability correcticn and the
associated costs. It should be made clear that costs

will occur only if the RAMCO purchase is completed.

Secondly, in the April 14, 1980A1nterna1~Corfespondence

'cf R. Krablin to A. Barber, partial removal of watler

clean-up requirements by sealing the St. Louis tunnel
and Blaine workings is discussed. In statement No. 5
on the second page, the occurrence of "probable other

discharge sources” is meant to =ean that no detailed

studies of stopping the water flow have been done and

therefore -such an alternative may be possible, but
cannot be assured. ‘

Richard Krablin

RK/cg"

Anderson B

Dent . ,
King - '
Leake

Nelson

Newell

. Whyte

. Wilson

cC:

0 X 0 G
. . [ . .
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ANACONDA Coprper Company
L[ 4

-

[

o

internai Corresp..  .nc@

Oate: April 14, 1280
To: A. 3arter

From: R. Kratlin
Subject: -

Rico Environmental Considerations

“ych has been written abcut the environmental liabilities

sf the Rico district and the impiications to Anaconda of

cuyrchase of the RAMCO properties.

cre extensive, going back to mid-1978.
I have reassessed the concerns

cf our recent site visit,

HS&E files on Rico

With the aid

of <he HS&E Department and have considered tha test weys
20 minimize environmental impact of whatever properties

and facilities Anaconda may buy and/or develop.
of ‘the alternatives and our conclusions

A summary
is provided here.

in a separate Internal Correspondence we are commenting
on your Oraft Authorization for Commitment Justificaticn.

Hy basic conclusion is that the environmental Tiabilities

at RICO have not been overstated by the COM report and

the recommended control actions will require about

516,000,000 in costs over the

initial years of Anacecnda

cwnership.

The Rico existing environmental liabilities are shown on
the attached plan sketch and can be summarized as follows:

Yar ldenti-
fication No.

Description

1 Blaine Workings
2 ‘ " St. Louis Tunnel
. CAdit '
3 : Cyanide Heap Leach
» Area ,

4 | ' Sett}ing Ponds

5 "~ Lead/Zinc Tailings
Ponds '

6 - Settling Pond Dikes

7 - Lead/Zinc Tailings
Pond Dikes

Environmental
Liability

Discharges polluted water
to St. Louis Tunnel

4

-~

Discharges polluted water

to Settling Ponds

Leaches polluted wzter
to Dolores River

Seep and discharce
polluted water to Zalores
River

Seep polluted water ‘¢
Silver [-eek

Dolores River-scours cike -
seepage to Dolores River

Silver Creek scdurs dike

-2-
RCT 000017144
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Descripoticn . Liactl

Orill hoies Jiszherge

ex1st1ng federal Clean Water Act (-2C0ZIS) per=iz’
Louis Adit and pond. dtscharges to the Doicr:s
addition, the State of Colorado has =zenticnad
‘ssure on RAMCO to clean-up the discharge and
4 seepage. Anaconda will assume re:zponsidbility
liabilities Tisted above, if we purchase.
environmental challenges greatly increase-if we
Je to environmental limitatiens of tne terrzis.

:fety & Environment conclusions and recommendaticns

Recognize that environmental liabilities are
just that - liabilities - and must be resolved
before development or other property transfer
can be accomplished. :

Consider the costs of environmental liability
correction as necessary and. unavoidable, the

. man1pu1at1on of which can only postpone expenses

and increase the risk of maJor develognental

delays.

Use the:most feasunab]e, available technology

solutions for planning. These are specified

in the CDM report. Any substantial departure
from the CDM proposed plans represents high risk
alternatives not supported by similar studies.

While a water treatment plant must necessarily "
be included as a cost at the present time, every

effort should be made to conduct further studies

to find a way to avoid -any such requirenent for

permanent attention.

Unfortunately at this time, plugging the S*t. Lzuis

tunnel (Mo. 2) and the Blaime workings (ho. .
does not appear feasible, due to probable ctaer
discharge sources.

Cap the existing, old wells (No. 8) immediataiy
if Anaconda were to ga1n con’ro], even though

the water they produce is not seriousiy degracing
the Dolores River, except cosmetically.




- is +the goal, obtain as much procer:
T avoid ;onr]mc;s with rew ownars.

_rizsing the int2nsity of explore:i -~ to
cisicn point, rather than commit ncw 3
.~y environaental liability,

¢ ~ y consider any plan which is based on possible
land or pieces of the RAMCO property 2t a latzr
Tavironmental conditions may limit sale possidilivies
~-zatly complicate any Anaconda ,o]]ut1on cow‘fons
_cl as a water treatment plant) on rena1n1ng cwnership.

10. :co¢rize that the existing NPDES permit expires at ihe’
:nd ¢ 1980. A new owner may be assessed tighter limits,
The old ones are not now being met.

11. Under RCRA, as of the end of this menth, active hazardous
- waste facilities (if we disturb, add to or clean-up
the dumps, ponds, or effluents they are active) will be
subject to tough regulatrons, which will increase ta2
costs of control. _

12. Take into account the conclusions given by I. D. Nelson
in his Internal Correspondence to J.. F. Anderson,
August 21, 1979. As he noted, permits for development
(including partial development by Anaconda er other
interests) will be difficult enough to obtain that
same increase in project return must exist to compensate
for potential delays. No ownership of development iands
for a mill, tailings pond, a large townsite, or rights-
of-way is included in the RAMCO deal. Can the target,
if discovered, be developed?

/74; / '{b .‘.ﬁ<-.é"/ﬁ';--h r'.‘v)

~ Richard Krablin

RK/cg . Ve

Anderson
Dent
King
Leake
Nelson
Newell
Whyte

. Wilson

cc:

€ Cu 0~ X o

4
RCT 000017148
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ANACONDA Cor:

I acstnaoence D:(‘r" '2’%
S
WAR L+ 1980 F A

L _ 0.1 , =
~sle: March 10, 1580 5 R, KIND
To: Jcha King
Erom: Rickard Krablin
Subject: ENVIRCNMENTAL LIABILITY IN PURCHASING RiCD

HS&T has reexamined the Rico environmental problems to determine if

>~ -
il

re are alternates to the COM Report and its recocrmended $16,000,0C3

solution. As described in the attached IC from J. Whyte, we belizve

~> T
-

1iled engineering may improve the cost, but substantially chezper
t=arnatives are not available. Regufatory pressures (e.g. RCRA, TSCA)

s mhe

;xistingvand developing will not today allow other solutions w2 Tight
Fave readily undertaken in the past. Permanent liability is a fact cf
life; permanent solutions must be found.

we will be pleased to further optimize the environmental protection
plan and, of course, to evaluate any other alternative anycne may sucsest.

Anderson

Barber

Dent

Laird

Nelson

Newel]

Rupp

Whyte

Wilson ~ .

e ———— ———— =
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>. Wilson FPL_L~J£7/\/.,,\
~-i \/
- :// T -
dnyte { i,
b I'SJ for -
- ,:,..
3 Cperating & Maintenance Cos%s, i
-"LTH. Y Tre
. I’r’Fl"
P ,‘“

51 cost invelved with correcting existing
.tory environm2ntal conditions at Rico is

© .tely $16,000,000. - This was detailed in my
Jctober 9, 1979. - :

J add that cperating and rmaintenance ccsts
waste treatment system continue ad infinitum
estimated to be $200,000 per year. (1€79
I suspect that thlS figure may be scme-
-« due to the fact that the dollar impact of
2g the system under severe w1nter conditions
ficult to assess.

.-Krab11n

J. Laird, Jr.
. Chavez

Rupp

D. Crane

King

L. Dent
Newell

RCT 000017149 7-
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ANACONDA Cozper Company intcrna, 2 . .once

Date; Ccuzter 9, 1579

To: John C. Wilson

From; Jack Why.e [

""‘F

l: Silver Creek - Channel Improvements

2. Silver Creek - Regrading & Reclamation of
Tailings Pond

3. Silver Creek - Runoff Diversion Ditch
4. Dolores River - Bank Protection

5. Dolores River - Regrading & Reclamation
Dump Areas ‘ :

6. St. Louis Tunnel Collection Systeh
7. Silver Creek Seepage Collection System
8. Cyanide-leach System

9. Water Treatment PIant

b
Xe)

Alternat1ve

11. Access Road - Regrading etc.

25% For Engineering and
Contingencies

:4

vimate is S1, 000 000 to Sl 250,C00.

-

uolores River Pond Fixation - Carborundum Cp.

19 we can be of any further assistance, please advise.

subject: Rico Environmental Liability Assessment

ies of the subgect report were delivered to you, John Xing anc otrer
insarested individuals on October 8, 1979. A summarization of ths costs
‘rat would be involved in solving ex1stiqg environzental preblems follcs:

-8 777,070

709,€20
150,020
719,C00

150,000
. 1C0,C00
300,C00
70,000
2,500,000

!
6.300.000( )

$11,777,0G0

L-J

003,00
YR

o

J’a

Tzny Crane visited the site and will report his findings relative t2

s0lition werk and reclamation of the plant areas. His preliminary

RCT 000017150 e
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ecology and environment, inc.
4105 EAST FLORIDA AVENUE, SUITE 350, DENVER, COLORADQ 80222, TEL. 203-757-4884
Intemstionsl Specialists in the Environmental Scencas

September 17, 1984

Mr. Robert L. Dent
Anaconda Minerals Company
555 Seventeenth Street
Denver, CO 80202

-

Subject: EPA approved Site Visit to Rico-Argentine Mine, Colorado.

Dear Mr. Dent:

Currently Ecology and Environment, Inc. Field Investigation Team
(FII)>is3unde: contract to the U,S. Environmental Protection Agency
(E?A) to investigate‘sites wvhich may qualify under CERCIAVfor remedial
investigation. As FIT Project Officer, I have the responsibility to
produce a Sampling Plan for the Rico-Argentine Mine. Froa the informa-
tion gathered thus far, we understand that this site is;élpart of the
mining complex known as the Pioneer Mining District. The authorization
for this Sampling Plan is issued under Technical Direction Document (TDD)
R8-8408-17 by Thomas Staible, EPA Project Officer. (see attachment)
Our assignment is to assess the possible impact that ‘the mines in the
diszrict may have on the Delores River. In particular, EPA has requested
that we focus our initial investigations on the Rico-Argentine mining
site. To develop background information about the site, ve are requesting

the following information from your office:

a) A photocopy of the site or area map that defines the property
boundary of Anaconda Minerzls Company at the Ricc-irgentine

Mine.

5) References to site aerial photos. If such photos exist, Ecology
and Environment would take the responsibility far reproduction,
providing inaconda Minerals Companv does not consider such photo~

graphs confidential.




-
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c) Any general geology or hydrology studies of this area or
hydrology studies of this area or references to this information

that could be useful in preparing an environmental assessment.
d) W

Written permission for Ecology and Environment
this property for a site visit.

Inc. to enter

We thank you for your assistance in pfoviding any information about
the site. ri in.

schedule for doirmg so,

We will be in contact with Anaconda Minerals Company to
discuss further the possibility of performing a site inspection and our

In the meantxme, if you have ‘any questions regarﬂlng this request
please dlrect them to elther chhael Glaze or me at Ecology and
Env1ronment,(303—757—4984)

Sincerely,
Margaret J. Babits
MJB/pt
Attachment
cc:

Thomas Staible, U;S.‘EPAW-Dgnver with attachment






